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I N T E R P R E T I V E   B U L L E T I N

DATE: April 12, 1994

TO: ALL STATE CHARTERED CREDIT UNIONS

FROM: James E. Forney
SUPERINTENDENT OF CREDIT UNIONS

SUBJECT: IOWA CODE SECTION 533.18 – DIVIDENDS

AT ISSUE: MAY THE BOARD OF DIRECTORS OF A CREDIT UNION ADOPT A
POLICY AUTHORIZING SENIOR MANAGEMENT TO ADJST THE RATES AND TERMS
OF ALL SAVINGS AND CERTIFICATE INSTRUMENTS;  AND, HAVE ANY CHANGES
MADE IN THE RATES AND TERMS REPORTED TO THE DIRECTORS, AFTER THE
FACT, ON A MONTHLY BASIS?

INTERPRETATIVE RULING: IOWA CODE SECTION 533.18, IN PERTINENT PART,
PROVIDES THAT AT “SUCH INTERVALS AND FOR SUCH PERIODS AS THE BOARD
OF DIRECTORS MAY AUTHORIZE, …THE BOARD OF DIRECTORS MAY DECLARE
DIVIDENDS AT SUCH RATES AND UPON SUCH CLASSES OF SHARES AS ARE
DETERMINED BY THE BOARD.”

THE IOWA CODE HAS PLACED DISCRETIONARY AUTHORITY IN THE BOARD OF
DIRECTORS TO ESTABLISH THE RATES, FREQUENCY AND CLASSES OF SHARES
UPON WHICH DIVIDENDS ARE PAID.  SUCH DISCRETIONARY AUTHORITY IS NOT
TRANSFERABLE.

TO OPERATE IN TODAY’S COMPETITIVE FINANCIAL MARKET PLACE, THE BOARD
OF DIRECTORS MUST HAVE SUFFICIENT FLEXIBILITY TO NOT ONLY MAINTAIN
LIQUIDITY AND SUSTAIN CASH FLOWS, BUT ALSO TO MEET THE FINANCIAL
NEEDS OF THEIR MEMBERSHIP.  IN DOING SO, THE DIRECTORS MUST EXERCISE
ADEQUATE CONTROL IN THE PAYMENT OF DIVIDENDS ON SHARES AND
DEPOSITS FOR SAFETY AND SOUNDNESS PURPOSES.

IN ORDER TO ACCOMPLISH THIS, THE DIRECTORS MAY AUTHORIZE SENIOR
MANAGEMENT TO DETERMINE THE RATES TO BE PAID ON CLASSES OF SHARES
ESTABLISHED BY BOARD POLICY.  HOWEVER, SUCH DECISION-MAKING
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AUTHORITY, WHEN GIVEN TO SENIOR MANAGEMENT, MUST BE KEPT WITHIN A
NARROWLY DEFINED RANGE AND FOR A LIMITED TIME PERIOD.

FOR EXAMPLE, THE DIRECTORS, AT THEIR MAY BOARD MEETING, COULD
AUTHORIZE JUNE’S DIVIDEND RATE TO BE 3.75% ON BASIC SHARES UNDER
$2,000.00 AND AT 3.875% ON ALL SHARES OVER $2,000.00, PLUS OR MINUS 25
BASIS POINTS, AND A CERTIFICATE RATE ON SIX-MONTH DEPOSITS TO BE
4.125%, PLUS OR MINUS 50 BASIS POINTS.

DURING THE JUNE BOARD MEETING, THE DIRECTORS MUST REVIEW THE RATE
STRUCTURE, DECLARE PAYMENT OF THE DIVIDENDS SET BY SENIOR
MANAGEMENT, AND ESTABLISH GUIDANCE FOR THE NEXT DIVIDEND PERIOD.
BETWEEN SCHEDULED BOARD MEETINGS, IF THE AUTHORIZATION PARAMETERS
ESTABLISHED BY THE BOARD CREATE A COMPETITIVE DISADVANTAGE FOR THE
CREDIT UNION, SENIOR MANAGEMENT WOULD NEED TO OBTAIN ADDITIONAL
AUTHORIZATION DURING A SPECIAL BOARD MEETING IN ORDER TO ADJUST
RATES AND TERMS BEYOND THAT ESTABLISHED BY THE BOARD.

IT IS ASSUMED THAT ALL OTHER REQUIREMENTS OF THE IOWA CODE ARE MET
IN AUTHORIZING THE DIVIDENDS IN THIS MANNER, INCLUDING:  THAT IT IS DONE
AFTER PROVISION FOR REQUIRED RESERVES HAS BEEN ACCOMPLISHED; THAT
ALL DIVIDENDS ARE CONSIDERED TO BE CURRENT EXPENSES; AND, THAT THE
DECLARATION OF PAYMENT, WITHIN EACH ESTABLISHED CLASS, IS
CONSISTENTLY APPLIED AND IS NOT ADMINISTRERED TO BENEFIT SELECTIVE
ACCOUNTS.

AS USED IN THE INTERPRETATION, THE TERM “NARROWLY DEFINED RANGE” IS
INTENDED TO MEAN A VARIANCE NOT TO EXCEED 50 BASIS POINTS FROM THE
ESTABLISHED RATE, AND THE TERM “LIMITED TIME PERIOD” IS INTENDED TO
MEAN NO MORE THAN THE NUMBER OF DAYS BETWEEN SCHEDULED MONTHLY
BOARD MEETINGS.

NOTWITHSTANDING THE PROVISIONS OF THIS INTERPRETATION CONCERNING
THE ABILITY FOR THE BOARD TO AUTHORIZE SENIOR MANAGEMENT TO
DETERMINE DIVIDEND RATES, THE PAYMENT OF DIVIDENDS MUST BE
ACCOMPLISHED IN ACCORDANCE WITH ALL PERTINENT STATE AND FEDERAL
LAWS AND RULE.


